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MartinBenison,Comptroller
TheCommonwealthof Massachusetts
InplanningandperformingtheSingleAuditoftheCommonwealthofMassachusetts( he"Commonwealth")
fortheyearendedJune30,2005,onwhichwehaveissuedourreportdatedDecember22,2005,we
considereditsinternalcontrolinordertodetermineourauditingproceduresforthepurposeofexpressingan
opiniononthefinancialstatementsandnottoprovideassuranceontheCommonwealth'sinternalcontrol.
However,wenotedacertainmatterinvolvingtheCommonwealth'sinternalcontrolstructureandcompliance
ofmanagementoftheCommonwealthwithlawsandregulationsthatweconsidertobeareportablecondition
understandardsestablishedbytheAmericanInstituteofCertifiedPublicAccountants.Reportableconditions
involvematterscomingtoourattentionrelatingtosignificantdeficienciesinthedesignoroperationofthe
Commonwealth'sinternalcontrolthat,inourjudgment,couldadverselyaffectheCommonwealth'sabilityto
record,process,summarize,andreportfinancialdataconsistentwiththeassertionsofmanagementi he
financialstatements.Suchmattershavebeenreportedtothemanagementof heCommonwealthinthe
"ReportonInternalControlOverFinancialReportingandonComplianceandOtherMattersBaseduponthe
Auditof theFinancialStatementsPerformedinAccordancewithGovernmentAuditingStandards"dated
December22,2005,and"ReportonCompliancewithRequirementsApplicabletoEachMajorProgramand
InternalControloverComplianceinAccordancewithOMBCircularA-133andontheScheduleof
ExpendituresofFederalAwards"datedDecember22,2005.
Ourconsiderationof theCommonwealth'sinternalcontrolwouldnotnecessarilydiscloseallmatters
in theCommonwealth'sinternalcontrolthatmightbereportableconditionsand,accordingly,would
notnecessarilydiscloseall reportableconditionsthatareconsideredtobematerialweaknesses.A
materialweaknessis areportableconditionin whichthedesignoroperationof oneormoreof the
internalcontrolcomponentsdoesnotreducetoarelativelylow leveltheriskthatmisstatements
causedby theerroror fraudin amountsthatwouldbematerialin relationtothefinancialstatements
or in relationtoamajorfederalprogrambeingauditedmayoccurandnotbedetectedwithinatimely
periodby employeesin thenormalcourseof performingtheirassignedfunctions.However,basedon
ourproceduresandthereportof otherauditors,thematteridentifiedis notdeemedtobeamaterial
weakness.
We alsosubmitourcommentsconcerningcertainobservationsandrecommendationsrelatingto
otheraccounting,administrative,andoperatingmatters.Theserecommendationsresultedfromour
observationsmadein connectionwithourauditof theCommonwealthfor theyearendedJune30,
2005.Ourcomments,arrangedby Department,arepresentedonthefollowingpages.
This reportis intendedsolelyfor theinformationanduseof managementandfederalawarding
agenciesandis notintendedtobe,andshouldnotbe,usedby anyoneotherthanthesespecified
parties.
Yours truly,
»~ fO'f"U i. ~""- ~ LJ 'P.
Memberof
DeloitteToucheTohmatsu
STATEWIDE OBSERVATIONS
DepartmentalFloat Funds
A numberof departmentsof theCommonwealthmaintainaccountsthatarereferredtoas"floatfunds."A
floatfundis designedto systemicallymirrorthebalanceof outstandingchecks.If workingeffectively,the
balancein thiscontrolaccountwill agreeto thebalanceof outstandingchecksusedby theOffice of theState
Treasurer('Treasury"or 'Treasurer")toreconcilecash.Conceptually,theuseof afloatfundstrengthensthe
overallcontrolovercashandprovidestheTreasurerwithanindependent,systemictrackingof thecheck
clearingprocessaswell asprovidetheTreasurywithassurancethatpaymentsit authorizedwereactually
paid. Overaperiodof years,however,certaindepartmentshavebeengrantedtheabilitytousefloatfundsto
essentiallymanageseparatebankaccountsoutsidethecontrolof theTreasury.As aresult,a separate
reportableconditionhasbeenissuedbecausetheTreasurer'sofficeis unabletoreconcilebalancesin thefloat
fund. TheTreasureris unableto reconciletheseaccountsprimarilybecauseof thevolumeof activitythat
takesplacein thefloatfundsthatis outsideof theTreasurer'scontrol.
Thepurposesof thesedepartmentalfunds,outsideof theTreasurer'scontrol,arelegitimateandnecessaryto
ensurethatcertainfunctionsof thegovernmentcanoperate ffectivelyonadailybasis.An exampleof sucha
situationis thecaseof witnessfeesthatneedtobepaidby theTrial Courts.While thepurposeof havingsuch
accountsis appropriate,theuseof floatfundstomanagethemis not. Activityin theseaccountshouldbe
accountedforthroughtheuseof advanceaccounts.TheCommonwealthasspecificcontrolsfor advance
accountsdesignedtomitigatetheexposuresinherentin decentralizedprocessingof cashdisbursements,the
mostsignificantof whichis thatadvanceaccountsmustbezeroedoutatyear-end.
DepartmentsthathavehistoricallyusedfloatfundsneedtoworkwiththeTreasuryto facilitatethemovement
of theseaccountsfromfloatfundstoadvanceaccounts.As partof thatprocess,thesedepartmentswill need
toundertakeprocedurestoreconciletheirexistingfloatfundaccounts.Theprocesswill alsorequirethese
departmentsore-assesstheircurrentbusinessprocessesandmodifythemtoaccommodatethecontrols
requiredwiththeuseof advanceaccounts.
InformationWarehouseandBusinessProcessAssessment
DuringthefiscalyearendedJune20,3005,theCommonwealthimplementedanewaccountingsystem.One
of theuniquefeaturesof thenewaccountingsystemis thatmostof thepre-defined,system-generatedreports
thatexistedin theoldsystemhavebeeneliminated.In placeof thosereports,theCommonwealthas
developedamuchmorerobustinformationwarehousethanexistedwiththeoldaccountingsystem.All
informationthatwaspreviouslyincludedin thesystem-generatedreportsis availablefromthewarehouse,but
theinformationmustbequeriedby theuser.Therearecertainstandardqueriesthatareavailabletotheusers,
butthereis alsounlimitedflexibilityin termsof thetypeandformatof thedatathatcanbeminedfromthe
warehouse.
Duringtheaudit,wenotedthatmanydepartmentswerehavingdifficultydealingwiththelackof information
receivedin itsusualformatand/orwerehavingdifficultymakingeffectivequeriesfromthedatawarehouse.
We alsonotedthatbusinessprocesseswithindepartmentswerenotassessedandupdatedin responsetothe
implementationof thenewsystem.The failuretoassessandchangethesebusinessprocessestoevolvewith
thechangein theformandcontentof thedatareceivedhavemadetheconversionfromtheoldsystemtothe
newmoredifficult.
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Themanagementof thedepartmentsof theCommonwealthneedstocontinuetopursueopportunitiesto
providetrainingto theirstafftoensureaproficiencyin theuseof boththeNew MMARS systemandthe
informationdatawarehouse.In addition,managementof thesedepartmentsneedtoreassessinternalbusiness
processesandensurethattheirprocessesandproceduresevolvewiththesystemstoensurecontinuityof
internalcontrolandefficiencyof workflowwithinthedepartments.Failuretomakedramaticchangein the
waydepartmentsmanagetheiroperationsin responseto thedramaticchangeinherentin thenewsystemwiH
putdepartmentsatanoperationaldisadvantageaswell asputtingthematriskof notobtainingtheinformation
necessarytomanagetheiractivities.TheOfficeof theStateComptronershouldcontinuetodedicate
resourcestoassistthedepartmentsnotonlyin theuseof thenewsystembutalsoin consideringwaysin
whichbusinessprocessescanbeimprovedtobetterintegratewiththenewsystem.
In addition,theOSC, in conjunctionwithInformationTechnologyDivision,is responsiblefor managingthe
informationwarehouseandin consultationwithdepartments,theendusersof thosereports,shoulddevelop
standardqueriesfor financialstatement-relatedinformation,suchasleasesandfederalexpendituresandthen
createanonlinestandardquerybookthatandepartmentscanaccesswhenneeded.
Completionof theCentralArtery
TheCentralArtery/TunnelProject("CAlT") is nearingcompletion.TheMassachusettsLegislaturepassed
Chapter11of theActsof 1997(the"Act"). ThatAct requirestheMassachusettsHighwayDepartment
("MHD") totransferthemajorityof theCAiT highwayfacilitiestotheMassachusettsTurnpikeAuthority
("MT A") followingcertainrequiredactions.ThefinaleventundertheAct thattriggersatransferis
agreementbetweentheChief EngineersofMHD andtheMTA thata facilitycanbesafelyoperatedbythe
MTA orusedfor itsintendedpurposes,withcertainotherrequiredactionsleadingupto thatevent,including
agreementbetweenthepartiesontermsandconditionsof thetransfers.
As of June30,2005,costsincurredtoconstructheCAiT facilitiesdesignatedfortransfertoMTA totaled
$13.9billion. Ofthat amount,only$1.7billion hasbeentransferredto theMTA. While therehasbeen
disagreementoverthepastseveralyearsbetweenMTA andMHD oncertaintermsandconditionsof the
remainingtransfers,theformalendof constructionis scheduledfor thespringof 2006.In orderfor theMHD
andtheMTA toeffectuatethetransfersrequiredby theAct, managementof theseentitiesneedstocometo
agreementonthedisputedtermsandconditions.
TheMHD andMT A mustcomplywiththeprovisionsof theAct or worktohavethoseprovisionschanged.
FailuretocomplywiththeAct mayresultin areportablefindingof noncompliancethatis materialto the
financialstatements.We recommendthatstepsbetakentoeffectuatethetransfersrequiredby theAct before
theendof fiscalyear2006.
Reporting ontheCommonwealth'sRetirementSystems
The Commonwealthis uniqueamongstategovernmentin that it doesnot haveseparatelypreparedand
auditedpublicemployeeretirementsystemfinancialstatements.An independentauditor,aspartof a single
financialstatement,auditstheinvestmentsof theCommonwealth'sthreepublicemployeeretirementsystems.
This audit,however,only covers the retirementsystems'investmentsand relatedinvestmentactivity.
Accordingly,thereis no comprehensivefinancialstatementfor theindividualplansexcept thatinformation
may be pieced togetherfrom the Commonwealth'sfinancial statements.Even then, the presentation
combinesall threeretirementsystems,which furtherlimits theabilityto assesseachplan on an individual
basis. '
The Commonwealthshouldconsiderpreparingseparatestand-alonefinancialstatementsfor eachof the
retirementsystemsthatinc1udeall of theassets,liabilities,revenues,andexpensesof eachsystem.
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OtherPostemploymentBenefits
TheGovernmentalAccountingStandardsBoard("GASB")recentlyissuedGASB StatementNo.45,
AccountingandFinancialReportingbyEmployersforPostretirementBenefitsOtherthanPensions.This
Statementwill requiretheCommonwealthtoreportitsunfundedliabilityforpostretirementbenefitsother
thanpensionsbeginningin fiscalyear2008.WhileGASBStatementNo.45willnotresultinthereportingof
afinancialstatementliability,itwill requirethatheCommonwealthcontinuefundingitsother
postemploymentbenefitcostsonacurrentbasisandwillalsorequirethatheCommonwealthbeginfunding
itsunfundedliabilityoveraperiodofyears.AswasthecasewhentheCommonwealthimplementedthe
provisionsofGASB StatementNo.27,AccountingforPensionsbyStateandLocalGovernmental
Employers,thelegislaturewillneedtoconsiderdevelopingafundingplanthatwill amortizetheunfunded
liabilityoveraperiodofyears.TotheextentthatheCommonwealthdoesnotelectofundthisobligationin
amountsatleastequaltotheactuariallydeterminedfundingschedule,financialstatementliabilitieswillbegin
toaccrueontheCommonwealth'sfinancialstatements.
WhilenostategovernmentshaveyetadoptedtheprovisionsofGASB StatementNo.45,theStateof
Marylandhashadanactuarialreviewperformedoftheirunfundedliabilities.Theamountsidentifiedinthat
reviewwerewellinexcessoftheestimatesmadebymanagement.Theimpactof failingtofundsuch
obligationswiththebondratingagencieshasyettobedetermined,butit is likelythatthefailuretofundsuch
obligationsi likelytohaveanegativeimpactontheCommonwealth'sbondratingsinthefuture.The
Commonwealth,likemostgovernmentalentitiesinthenortheast,hasbeenverygenerousinprovidingsuch
benefitstoitsemployeesandthecostsoffundingthesebenefitsandamortizingtheunfundedobligationsare
likelytobesignificant.
Thelegislatureshouldprovidefundingforandrequestthatanactuarialreviewofsuchobligationsbe
performedassoonaspossibletodeterminethemagnitudeoftherequiredfunding.Oncedetermined,the
legislaturewillneedtomakeadeterminationfthecost/benefitofdevelopingafundingscheduleandthe
impactofsuchdecisionsonthebudgetingprocesshouldbeidentifiedassoonaspossibletoprevent
unintendedconsequencesintheCommonwealth'sfinancialreporting.
StatewideDebtManagementandDerivativesPolicy
TheCommonwealthis asophisticatedebtissuerwithanexcessof $17billion of debtoutstanding.The
issuanceof debtis regulatedby GeneralLaws,federaltax,andsecuritieslaws,andis pricedaccordingto
marketfactors.Variouscentralservicedepartmentsof theCommonwealthareinvolvedwithdebtissuance,
includingtheTreasurerandReceiver- General,theSecretaryforAdministrationandFinance,theOfficeof
theStateComptroller,theDepartmentof Revenue,andvariousotheragencies.Becauseof thenatureof
certainaspectsofthe Commonwealth'sdebtrelatedto fixedraterefundingsandvariableratedebtissuance,a
degreeof administrationandcoordinationis requiredbetweendepartments.In addition,thereareanumberof
componentunitsof theCommonwealthaswell asinstitutionsof highereducationthatmaybeissuingdebt
pursuanto theirownenablinglegislationandthroughtheirownprocesses,separateanddistinct:tromthoseof
theprimarygovernment.
We recommendthattheCommonwealthdevelopadebtmanagementpolicy,whichmayincludetheissuance
processandgeneralpolicyconsiderationsrelativeto themanagementof adebtportfolio. A debtmanagement
policymayincludetheissuanceprocessandgeneralpolicyconsiderationsrelativetothemanagementof a
debtportfolio. It mayincludethedecisionmakingprocessastowhendebtis issuedandmaydemonstratea
commitmentto long-termfinancialplanningin lightofthe Commonwealth'smulti-yearcapitalplan,as
maintainedby theSecretaryfor AdministrationandFinance.Thispolicywill alsosignaltoratingagencies
andthecapitalmarketsthatagovernmentis wellmanagedandabletomeetitsobligationsin atimely
manner. Finally,thepolicymayincludeaccountinguidancedevelopedin conjunctionwiththeOfficeof the
StateComptrollerforthevariousstructuresof debt.
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Any policythatis issuedshouldprovidespecificguidancerelativetotheuseof derivativeinstruments.Like
mostsophisticatedprivateandpublicentities,theCommonwealthusesderivativestohedgerisk. The
Commonwealthactivelymitigatesrisksby theuseof variousswapsandsyntheticstructures.TheTreasurer
andReceiver- Generalis inthemidstofpromulgatingaderivativespolicyforderivativesi suedin
connectionwith debtissuances,whichwill encompassthevariousrisksinvolvedandthevarioustolerances
thatcanbesustained.It is imperativethatthispolicy,whenissued,beincorporatedwithinthe
aforementionedebtpolicytoensurethatsuchrisksaremitigatedonastatewidebasis.
PerformanceMeasurementfor DecisionMaking
A keyresponsibilityofstateandlocalgovernmentsistodevelopandmanageprograms,ervices,andtheir
relatedresourcesasefficientlyandeffectivelyaspossibleandtocommunicatetheresultsoftheseffortsto
thestakeholders.Performancemeasurementwhenlinkedtothebudgetandstrategicplanningprocesscan
assessaccomplishmentsonanorganization-widebasis.Whenusedinthelong-termplanningandgoalsetting
processandlinkedtotheentity'smission,goals,andobjectives,meaningfulperformancemeasurementsas ist
governmentofficialsandcitizensinidentifyingfinancialandprogramresults,evaluatingpastresource
decisions,andfacilitatingqualitativeimprovementsinfuturedecisionsregardingresourceallocationand
servicedelivery.
We recommendthatmanagementconsideradoptingaplanforprogramandserviceperformancemeasuresto
beusedasanimportantcomponentoflong-termstrategicplanninganddecisionmaking.Thesemeasures
shouldbelinkedto governmentalbudgetingasrecommendedby theGovernmentFinanceOfficers
Associationandshould:
. Be basedonprogramgoalsandobjectivesthattietoastatementof programmissionorpurpose;
Measureprogramoutcomes;
Provideforresourceallocationcomparisonsovertime;
Measureefficiencyandeffectivenessfor continuousimprovement;
Be verifiable,understandable,andtimely;
Be consistenthroughouthestrategicplan,budget,accounting,andreportingsystemsand,tothe
extentpractical,beconsistentovertime;
Be reportedinternallyandexternally;
Be monitoredandusedin managerialdecision-makingprocesses;
Be limitedtoanumberanddegreeof complexitythatcanprovideanefficientandmeaningfulwayto
assesstheeffectivenessandefficiencyof keyprograms;and
Be designedin suchawaytomotivatestaffatall levelstocontributetowardorganizational
improvement.
.....
.
..
.
TheGFOA encouragesall governmentstoutilizeperformancemeasuresasanintegralpartof thebudget
process.Overtime,performancemeasureshouldbeusedtoreporttheoutputsandoutcomesof eachprogram
andberelatedto themission,goals,andobjectivesof eachdepartment.Governmentsin theearlystagesof
incorporatingperformancemeasuresintotheirbudgetprocessshouldstriveto:
. Developamissionstatementforgovernmentanditsservicedeliveryunitsbyevaluatingtheneedsof
thecommunity;. .Developitsservicedeliveryunitsintermsofprograms;. .Identifygoals,short-andlong-term,thatcontributeotheattainmentofthemission;. .Identifyprogramgoalsandobjectivesthatarespecificintimeframeandmeasurabletoaccomplish
goals;. .Identifyandtrackperformancemeasuresforamanageablenumberof serviceswithinprograms;
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. . IdentifYprograminputsinthebudgetingprocessthataddresstheamountofresourcesallocatedto
eachprogram;
. . IdentifYprogramoutputsinthebudgetingprocessthataddressestheamountofserviceunits
produced;. .IdentifYprogramefficienciesinthebudgetingprocessthataddressesthecostofprovidingaunitof
serVIce;. . IdentifYtheprogramoutcomesinthebudgetingprocessthataddressestheextenttowhichthegoals
of theprogramhavebeenaccomplished;. .Takestepstoensurethatheentireorganizationisreceptivetoevaluationofperformance;. .Integrateperformancemeasurementsintothebudgetthat,ataminimum,containsbyprogramthe
goalsandinput,output,efficiency,andoutcomemeasures;and
. Calculatecostsanddocumentchangesthatoccurasadirectresultoftheperformancemanagement
programinordertoreviewtheeffectivenessoftheperformancemanagementprogram.. As governmentsgainexperience,theyareencouragedtodevelopmoredetailedinformationandusea
varietyofperformancemeasurestoreportonprogramoutcomes.
In thefinalanalysis,GFOA recognizesthatthevalueof anyperformancemeasurementprogramis derived
throughpositivebehavioralchange.Stakeholdersatall levelsmustembracetheconceptof continuous
improvementandbewilling tobemeasuredagainstobjectiveexpectations.GFOA urgesgovernmentso
recognizethatestablishingareceptiveclimateforperformancemeasurementis asimportantasthe
measurementshemselves.
Workers'CompensationandGroupHealthInsurance
TheCommonwealths ouldestablisha fundingscheduleto accumulateassetsto satisfYthecurrentunder-
fundedliabilityrelatedto theinternalservicefunds.As of June30,2005,theunfundedliabilityfor the
workers'compensationa dgrouphealthinsurancefundswas$313millionand$64million,respectively.
Underthenewreportingmodel,thesebalancesrepresentaccumulatedliabilitiesand,assuch,arereportedas
liabilitiesin thegovernmentalfundstatementsdirectlyreducingthe"netassets"of theCommonwealth.
Ultimately,theseobligationsexacerbatetheCommonwealth'snegativeunrestrictednetassetposition.
Availableoptionstofurnishthenecessaryfundingincludeasurchargetothecurrentstatutorychargebackto
stateagencies,anannualappropriationbaseduponanactuariallycalculatedfundingschedule,aredirectionof
investmentearnings,andotheractions.TheOfficeof theComptroller("OSC")andtheLegislatureshould
coordinatetheireffortsto evaluateall optionsandselecthemostappropriatestepsto satisfYtheexisting
liabilitiesandfundfutureliabilitiesasincurred.
EducationProgram
The recentlyimplementedgovernmentalreportingmodelrequiresgovernmentsto providebasic financial
statements,bothata fundlevel,similarto whathashistoricallybeenreportedfor governmentalentities,and
ata government-widelevel. The government-widestatementsareintendedto focusattentionontheoverall
financialconditionof thegovernment.The displayof theoveralloperationsof thegovernment,includingall
debtandlong-termassets,makesit easierto determinewhetherthegovernmentasa wholeis betteror worse
off thanthepreviousyear.
This emphasison government'soverall financial conditionis similar to the emphasison the issue of
intergenerationalequity,whichfocusesonthedevelopmentof planstonotonlypayfor long-termobligations,
bothdebtrelatedandnon-debtrelated,but alsoontheneedfor therepairor replacementof fixedassetsand
inffastructure.The intergenerationalequityfocusis not so muchon thegrowthof netassetsasit is on the
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maintainingof a netassetbalancethatdemonstratesa soundandstablefinancialconditionwith sufficient
resourcestooffseteconomicdownturns.
Theseconceptsarea11tiedto thenotionof sustainability.Sustainabilityis thenotionthatcurrenteconomic
andconsumptionpatternsshouldnot reduceopportunitiesfor futuregenerationsby depletingor impairing
resources.Many businessesworldwidehavedemonstratedthattheycanoperateprofitablywhileemploying
sustainablepractices.Similarly,manygovernmentshaveadoptedandimplementedsustainablepoliciesand
businesspractices.
To thatend,financialstatementmodelsshouldbe developedthatdemonstrateheimplicationsof the
Commonwealth'slong-termcapital,debtrelatedandnon-debtrelatedneeds,andstresstheneedforplansto
supporthefuturefinancingof obligationsandassetstogetherwiththeimplicationsof legislativeactionon
financialreporting.Thiswill ensurethatdecisionsmadeatthelegislativelevelwill beconsistentwithbest
interestsofthetaxpayersoftheCommonwealth.ThisisparticularlyimportantintheCommonwealthbecause
it hasalonghistoryofpayingforandfinancia11ysupportingitsauthoritiesaswellaslocalgovernmentcapital
projects.Thenegativeunrestrictednetassetbalanceis, inpart,reflectiveofthefactthatheCommonwealth
is carryingsignificantlong-termdebtobligationsforassetsthatareownedbycities,towns,andindependent
authoritiesof theCommonwealth.Thisis aprimeexampleofthetypeof legislativedecisionsthataremade
thathaveasignificantfinancialstatementimpactin thenewreportingmodel.
The conceptsdefinedaboveare commercialin natureand arenot conceptson which governmentshave
historicallyfocused.Partof therationalefor thenewreportingmodelwastobeginto changethosehistorical
perspectives.Giventhischangein focus,theOSC shouldconsiderdevelopinga trainingprogramto educate
theadministration,theLegislature,andotherpotentialusersof thefinancialstatementsabouttheseconcepts.
Useof ComparativeTrend Data for Financial Analysis
The Commonwealth'sComprehensiveAnnualFinancialReport("CAFR") providesa wealthof datathatthe
Commonwealthandotherinteresteduserscanuseto analyzetheCommonwealth'sfinancialposition. The
Commonwealthenhancedthis comparabilityin FY2004 by implementingcertainoptionalaspectsof the
GFOA's CAFR award statisticalreportsas part of the CAFR's statisticalsection. This was done in
anticipationof GASB StatementNo. 44 implementationto be finalizedin FY2006. Of course,considering
financialdatain isolationcanleadto inappropriateconclusions- appropriatecontextis essentialfor sound
interpretation.Accordingly,comparativetrenddatafor theCommonwealthitselfmaynotprovidetheusers
of thefinancialstatementswithsufficientdatatomakeappropriatedecisions.
TheCommonwealths ouldconsiderprovidinginformationaboutotherstatesonitswebsitethatwoulda110w
usersa toolforpeeranalysis.Thedecisionastowhichotherstatesoughtobeincludedshouldtakeinto
considerationpopulationanddemographicdata,programmaticsimilarities-andotherfactorsthatwouldlead
toeffectivecomparison.Therationaleforthestatesincludedcouldalsobeprovided.Suchinformationcan
beobtainedITomtheCAFRspublishedforthosestatesorthroughindustryassociationssuchastheGFOAor
theNationalAssociationof StateComptrollers.
Compliancewith Chapter 647,theInternal Control Act
MassachusettsGeneralLaw, Chapter647,StateAgenciesInternal ControlAct of 1989("Chapter647"),
outlinesinternalcontrolstandards,definestheminimumlevelof internalcontrolsystemsandestablishesthe
criteriaagainstwhichinternalcontrolswill beevaluated.Chapter647alsostates"Internalcontrolsystemsfor
thevariousstatedepartmentsshanbedevelopedin accordancewithguidelinesestablishedby theOSC." The
OSC hasissuedwrittenguidancein theformof theInternalControlGuidefor Managersand,in 2001,the
InternalControlGuide for Departments.DepartmentsimplementChapter647andtheseGuidesthrougha
documentknownasthe"departments'internalcontrolplan."
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Since the passageof Chapter647,the OSC , in additionto publishingthe above-mentionedguides,has
assisteddepartments,whenrequested,in developinginternalcontrolplans;conductedtrainingsessionson
internalcontrolsandrisk assessments;and in conjunctionwith the Office of the StateAuditor ("OSA"),
revieweddepartmentalinternalcontrolplansuponrequestor as partof the statewideSingleAudit. The
SingleAudits startingin 1999havebeenusedas a vehicleto promotetheOSC's internalcontrolcampaign
andemphasizecompliancewithChapter647andOSC Guides.
The OSC campaignto promotecompliancewith Chapter647 andits Guideswasnot promotedas
emphaticallyduringthepastyearprimarilybecauseoftheimplementationf anewaccountingandreporting
system,New MMARS. Becauseof theimprovementsto theeffectiveness,efficiency,andeconomyof
operationsaffordedbyfull implementationf NewMMARS, theinternalcontrolstructureandprocessesin
departmentswill needtobereassessed.TheOSC is awarethatinternalcontrolchangeswill berequiredin
departmentsandplanstoreenergizeitsinternalcontrolcampaign.WestronglyencouragetheOSCtoleadan
initiativetoensurethatalldepartmentsareupdatingtheirinternalcontroldocumentationforthechangesthey
implementandthatsuchstepsaretakenasthechangesarebeingmadeto ensurethemaximumlevelof
efficiencyintheprocess.TheOSCinitiativeshouldincludethefollowing:
1. Requiredepartmentstoreevaluateheir iskassessmentsin lightofthechanges;
2. Continuetohavedepartmentsshowthattheyhaveinternalcontrolpoliciesandproceduresinplaceto
mitigatetherisksdetailedintheir iskassessments;
3. Continuetoworkwiththosedepartmentsthathavedevelopedinternalcontrolplansthatmostclosely
complywiththeGuidestobeusedasamodelforotherdepartmentstofollow;
4. Considerdevelopingatemplateormodelinternalcontrolplanorriskassessmentcomponentforthose
departmentswithcommonoperations,uchasthe15communitycollegesandthe10sheriffs'offices.
EOHHS Reorganization
With a goal of improvingthe effectiveness,efficiency,and economyof Commonwealthhumanservice
operations,theAdministrationundertookthereorganizationof theExecutiveOffice of HealthandHuman
Services("EOHHS") in 2004.EOHHS, in conjunctionwith theExecutiveOffice for Administrationand
Finance,is responsiblefor implementingthereorganization.
EOHHS andthe17departmentsor divisionsunderitsumbrellaarethelargestExecutiveBranchSecretariatin
the Commonwealth. It is estimatedthat EOHHS administersmore than 100 federalprogramstotaling
approximately$7 billion as well as administeringan equalamountof statefunds. One of the primary
objectivesof thereorganizationthat is still in processis the consolidationof someof theadministrative
functionsin thesedepartments.As occurswith all reorganizationsandconsolidations,someindividualsare
requiredtoassumenewrolesandperformnewfunctions.
Theeffectivecoordinationof theaccountingandfinancialreportingfunctionswiththeprogrammaticfunction
is crucialto theoveraIIoperationof all programsadministeredby EOHHS, particularlynowthatmanyof the
administrativefunctionsare beingphysicallyseparatedtrom the programmaticfunctions. This is most
especiaIIythecasefor federalprogramsbecausemanyof theseprogramsrequiretheCommonwealthtomatch
federalfundsor havea cap on administrativespending. It is recommendedthatEOHHS takeall steps
necessaryto ensurethatthepolicies,procedures,andprocessesto be followedby individualsin theirnew
roles are adequatelydocumented,so that institutionalmemoryand knowledgeis memorialized. Such
documentationwould improvetheoverallinternalcontrolenvironmentwithin thesedepartmentsandhelp
ensurecompliancewith federalandstatelawsandregulations.
-8-
OFFICE OF THE STATE COMPTROLLER
GAAP Packages
OSCrequireseachdepartmenttosubmita"GAAPPackage"toitsFinancialAccountingandReporting
Bureau("FRAB").ThepurposeoftheGAAP Packageistoproperlyaccumulatetheinformationneededto
reportheCommonwealth'sfinancialconditionundergenerallyacceptedaccountingprinciples("GAAP")in
accordancewiththestandardspromulgatedbyGASB.OSCdistributesinstructionstoalldepartments
detailingtheinformationneeded,includingaccrualsforreceivables,leases,andotherbalances.Though
GAAP packagesareonlysomewhateffectiveauditools,theyprovideanothersourceofcommunicationf
accountingpolicytosmalldepartmentsbetweensmalldepartmentswhomaynotbeauditedannuallyandthe
OSc.
TheOSCsetAugust15,2005,asthesubmissiondeadlinefortheGAAP Packages.ThirtyninepriorityIII
departmentsfailedtosubmitaGAAP Packageforfiscalyear2005.Manyofthesedepartmentsal ofailedto
fileGAAPpackagesinprioryearsaswell.ThisforcesFRAB tomakecertainestimatesandassumptions
(concerningpayroll,numberofemployees,etc.)inordertopreparestatements.AlthoughthesepriorityIII
departmentsareimmaterial,individuallyandintheaggregate,theamountsshouldbereportedtoprovidean
accuratefinancialpicture.
OSCshouldcontinuetocommunicatewithdepartmentalChiefFiscalOfficersinupcomingmeetingsthe
importanceofthatinformationandtheneedtopreparethispackageinatimelymanner.
FixedAssetsarenotEnteredontoMMARS in aTimelyManner
TheCommonwealth'sfixedassetswerenotenteredintoMMARS in atimelymanner.As of June30,2005,
theCommonwealthadnotallocatedtimefor theuploadingof fixedassetinformation.As aresult,there
werenorollforwardsor analyticalreviewsperformedduringtheyear,whichwouldallowtheOSC togain
confidencein thefixedassetnumbersthroughoutheyear. This resultedin extendedtimeneededatyear-end
to reconcilethefixedassetsubsystemwithMMARS fixedassets.TheOSC shouldimplementpoliciesto
ensurethatfixedassetsbeuploadedontoMMARS onaweeklybasis.TheOSC shouldalsoconsider
performingmonthlyreconciliationsof fixedassets.TheupgradedMMARS systemnowautomatically
generatesashellfor apotentialfixedassetransactionwith eachexpenditurethatcontainscertaincommodity
codeinformationandif thedepartmentindicatesthatthisconstructionorpurchaseprogramwill resultin a
fixedasset. Theseshellsarenow convertedto fixedassetdocumentsupontherunof aprogram- asset
generationbatchcycle.TheOSC shouldalsoconsiderperformingmonthlyreconciliationsof fixedassets,
comparingexpendituresfor fixedasseteligibleobjectsto fixedassetshellgeneration.
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Reconciliationof Cash- Bank to GeneralLedger
Thereconciliationof cashis atwo-tieredprocess.The firstpartof thatprocessis theTreasurer's
reconciliationof cash:frombanktocashasreportedin theTreasurer's ystem("CMS"). Thesecondpartof
theprocessreconcilescashfromtheCMS systemtoMMARS, theofficialbooksandrecordsof the
Commonwealth.TheCMS systemis apureTreasurysystemandaccountsfor transactionsin amannerthatis
differentfromthemannerin whichsuchtransactionsareaccountedfor in theaccountingsystem.As aresult,
manyof thereconcilingitemsin thefirstpartof thereconciliationprocessultimatelyneedtobereversedin
thesecondpartof thereconciliationprocess.Combined,theoverallprocessfor reconcilingcashis complex
andlaborintensive.It requiresjoint resources:fromboththeTreasurerandComptroller'soffices. In many
cases,theseresourceshaveto leverageoff of oneanotherin ordertocompletetheirrespectivereconciliations.
Thecomplexityofthis processis highlightedin thecurrentyear. Whilereconciliationsperformedin the
Treasurer'sofficeareperformedonadailybasis,thesecondphaseof theprocesswassignificantlydelayedin
thecurrentyearasresourcesin theComptroller'sofficewerere-directedtowardstheimplementationof the
newMMARS accountingsystem.As aresult,theComptroller'sreconciliationof cashwasnotcompleted
untilwell afteryear-end.Uponcompletion,anumberof journalentrieswererequiredtoaccountfor errors
andmispostingsthatweremadeduringtheyear,butnotidentifieduntilmonthsaftersucherrorsweremade.
Treasurymanagementshouldexplorethepossibilityofleveragingthefunctionalityavailablein thenew
MMARS accountingsystemthatwouldfacilitateasingle,streamlinedreconciliationprocess.TheCMS
systemis outdatedandhasanumberof functionalimitationsthatimpairitseffectivenessandclearlyhinder
theefficiencyof Treasuryoperations.
In theinterimperiod,theComptroller'sofficeneedstoexaminethereconciliationprocessescurrentlyinplace
andre-prioritizer sourcesasappropriateoensureamoretimelyreconciliationof thecashaccounts.
OutstandingFund List Report (OFL)
Duringourfiscalyear2005auditof theTreasury,wenoticedinstanceswherecertaininvestmentswerenot
properlyaccountedin theOutstandingFundList ("OFL") report.Two investmentsthatwerelistedwithinthe
OFL report(createdby theCMS system)hadmaturitydatesof July 1,2005. In actuality,thetwo investments
hadmaturitydatesofJune 30,2005. This instancecausedanoverstatementof investmentsheld,andan
understatementof cashwithintheMMARS system.We alsonotedthattherewereinvestmentslistedin the
OFL reportasheldby certainbanksthat,uponexamination,weredeterminedto actuallybeheldatanother
bank.DiscussionswithTreasurypersonnelindicatedthatall investmentspurchased(BankNames,Security
Type,Amount,andMaturity)areenteredintotheCMS systemmanually.
TheTreasuryshouldlook attheprocessof recordinginvestmentactivity.Currently,it appearsthatmuchof
theinvestmentdatais processedmanuallyandthereis no formalprocesstocheckdataonceit is entered.
Treasurymanagementshouldassesswhethertherearetechnologicalsolutionsthatareavailablethatwould
eliminatetheneedtomanuallyenterdata.Managementshouldalsoimplementreviewprocedurestoverify
theproprietyof manuallykeyeddatareportedin theinvestment'system.
CMIA Prioritization
Duringourfiscalyear2004and2005auditsof theTreasury,wenoticedinstanceswherefederaldrawdowns
werenotbeingprocessedin a timelymanner,wheretheinterestliabilityschedulewasnotbeingupdatedin a
timelymannerandthatthevolumeof rejectedtransactionsin thecurrentyearhaveincreased.Federal
drawdownsaresupposedtoberequestedweeklyoneitherTuesdayorThursday.In 9 outof 20instances
selectedfortestingin thecurrentyear,drawdownswerenotmadeontherequireddates.Eightof twenty
instanceselectedfor testingwererejectedforonereasonor another.Disruptionscausedby theconversionto
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newMMARS mayhaveoccasionallyledtoanunevenworkloadcausingdrawstobe late. While
managementdoesnotanticipateanydifficultieswiththeCMIA workloadoncetheworkflowof drawfiles
stabilizesandthatthevolumeof rejectswill decreaseoncethedepartmentsbecomemoreaccustomedtothe
newaccountingsystem,themattersnotedin thecurrentyearareconsistentwithourobservationsin fiscal
year2004andindicatethatpoliciesandproceduresasdocumentedarenotbeingfollowed.
TheTreasuryandOSC shouldmonitorcompliancewithdocumentedpoliciesandproceduresrelativeto
CMIA. In theeventthattheissuesidentifiedin 2004and2005appeartoberecurringin 2006,management
of therespectivedepartmentshouldre-assessrolesandresponsibilitiestoensurethatadequatestaffingis
availabletodrawdownfederalcashin a timelymannerandeffectivelycomplywith all CMIA requirements.
OSC hasbeguntotakestepstobringtheCMIA drawprocessintotheoneconsolidatedgroupwhichshould
streamlinetheprocessof requestingcashdrawsandreconcilingrejecteddraws.
ProcessHolder
RolesandresponsibilitiesrelativetotheCMIA processareperformedjointly by theTreasuryaswell asthe
Comptroller'sOffice. The lackof centralizedresponsibilityfor CMIA complianceresultsin disjointed
oversightovertheprocessof managingandmonitoringfederaldrawdownsandexacerbatessomeof the
problemsthatwereidentifiedin testingin thecurrentyear.
CentralizingresponsibilityforCMIA oversightshouldbeconsidered.Whileeffectivemanagementof he
program ayultimatelyrequireresourcesfrombothfunctions,centralizedoversightwouldlikelycutdown
processingtimeaswellasreducedifferencesinrecordkeeping.Toaddressthis,theOSChasembarkedon
transitioningtheCMIA drawfunctionfromtheTreasurerandReceiver- Generaltoitsoffice.Thiswill
furthersegregatethecashreconciliationfunctionfromthephysicaldrawfunction.
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IDGHER EDUCATION
Higher EducationSharedServicesCenter
The Commonwealthshouldevaluatewhetherahighereducationsharedservicescenterwouldimprovethe
efficiencyandaccountabilityof theaccountingandstudentfinancialaidoperationsof thecommunityand
smallstatecolleges.A secondarygoalof asharedservicescenterwouldbetoreducetheoperatingcostsof
non-academicfunctions.Problemsencounteredin recentyearsatsomeof theCommonwealth'scolleges
combinedwiththesignificanturnoverexperiencedbymanyof theseinstitutionsasaresultof early
retirementincentivesofferedby theCommonwealthin recentyearsindicatetheneedtochallengethecurrent
approachtoprovidingthe"backroom"operationsof thestate'shighereducationsystem.
Theuseofasharedservicescenterisoneapproachtoimprovingandprovidingsomeuniformitytothe
accountingandstudentfinancialaidoperationsofmanyofthesmallerinstitutionsofhighereducationwhile
stillpromotingcostsavings.A sharedservicescenter,whetherrunbyagovernmentalentityoroutsourcedto
aprivate ntity,couldprovidethefollowingbenefits:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
Costsavingsandcostcontrol
Uniformityof functions
Flexibilityandscalability
The foundationfor Internet-basede-Business/e-Government
Theabilitytoenhanceresponsivenessandcustomersatisfaction
Bestbusinessprocessesandpractices
Theabilitytoattractandretaingoodpeople
Optimizingtheallocationof existingresources
Betterinformationfor managementdecisionmaking
Continuousimprovementwithnewideasandserviceofferings
Theabilitytokeeppacewithever-changingtechnology
Variousgovernmentalentitieshavebeguntousesharedservicescentersor similarconcepts.In addition,the
Apollo Group (Universityof Phoenix)has usedoutsourcedprovidersto serviceboth its accountingand
studentfinancialassistancefunctions.
In consideringwhetherto moveto a sharedservicesconcept,theCommonwealthandtheBoard of Higher
Educationshouldperformthefollowingsteps:
. Completeabusinessprocessdiagnosticevaluationatanumberof institutions;
Preparearequirementsdefinitionof corefinancialfunctions;
Obtainbuy-infromuppermanagementanduserinstitutions;
Developdocumentationdeliverables;
Performabestpracticesreviewof currentoperationsandnewtechnology;
Researchthecostof communicationslinkstothesharedservicescenter.
.....
Tuition Remission
TheCommonwealthshouldreconsideritstuitionremissionprogram.Underthecurrentsystem,all funds
collectedby collegesareremittedto theCommonwealth.TheCommonwealththenfinancestheoperating
activitiesof thecollegesanduniversities.TheCommonwealthshouldconsidermakingthecollegespaytheir
ownexpensesthroughtheirowncollections.This approachwouldmakethecollegesanduniversities
accountablefor theiractivitiesaroundcollectionsandspending.
- 12-
Implementingsuchapolicyshouldbeaccompaniedbyfurtherlegislativeactiontoeliminatetheduplication
ofeffortsthatcurrentlyexistsattheinstitutionsofhighereducation.Currently,allfinancialinformationis
enteredintothestandalonesystemsof theinstitutionsofhighereducationforpurposesofensuringa
completegeneralledger.Certainfinancialinformationisthenre-enteredintothestatewideaccountingsystem
forthepurposeofensuringproperecordingofcertaininformationrequiredinthatsystemrelatedtonon-
appropriatedfunds.TheOSChasproposedlegislationthatwouldeliminatethereportingofnon-appropriated
fundsbytheinstitutionsofhighereducation.Wesupportthatlegislationandbelievethatheguidance
proposedinthatlegislationrelativetohowtheinstitutionsofhighereducationwouldreportinformationtothe
OSCis amoreefficientapproacht atwouldeliminatetheduplicationofeffortsatthoseinstitutionsand
eliminatethereconciliationproceduresthatarerequiredattheOSc.
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